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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHMOND, JUNE 29, 2001
COVMONVEALTH OF VI RG NI A
At the relation of the
STATE CORPORATI ON COWM SSI ON CASE NO. PUE980813
Ex Parte: In the matter of
considering an electricity
retail access pilot program —
Virginia Electric and Power Conpany
and
APPLI CATI ON OF
VIRA Nl A ELECTRI C AND PONER COVPANY CASE NO. PUEO00585
To revise its fuel factor

pursuant to 8 56-249.6 of the
Code of Virginia

FI NAL ORDER

H STORY OF CASE NO. PUE000585

On Novenber 17, 2000, Virginia Electric and Power Conpany
("Virginia Power"™ or "the Conpany") filed with the State
Cor poration Conm ssion ("Comm ssion") an application, testinony,
and exhi bits requesting an increase in its fuel factor from
1.339¢ per kWh to 1.613¢ per kW effective with usage on and
after January 1, 2001. On Decenber 8, 2000, the Comm ssion
i ssued the Order Establishing 2001 Fuel Factor Proceedi ng that

docketed the natter as Case No. PUE0O00585 and schedul ed a


http://www.state.va.us/scc/contact.htm#General

hearing for April 3, 2001.1! The Commission pernitted the Conpany
to inplenment, on an interimbasis, its proposed fuel factor
effective January 1, 2001

In its Order Establishing 2001 Fuel Factor Proceeding in
Case No. PUE000585, the Conmission indicated that, in addition
to the issues that nornmally arise in a fuel factor case, we
woul d consider two issues outstanding fromVirginia Power's nost
recent fuel factor case, Case No. PUE990717. First, in the
Final Order in Case No. PUE990717, the Conm ssion had directed
Comm ssion Staff to investigate nmethods of quantifying fuel
costs properly attributable to the Chaparral (Virginia) Inc.
("Chaparral ") special contract ("Special Contract"),? and to file
a report on its findings and reconmmendati ons for consideration
in the Company's next fuel factor case.® On July 12, 2000, the
Comm ssion Staff filed the Chaparral Special Contract Fuel

Factor Inpact Monitoring Study ("Chaparral Study") recommendi ng

! The hearing in Case No. PUE000585 was originally scheduled for March 1,
2001. On February 12, 2001, the Comm ssion issued an Order Granting Mdtion
and Rescheduling Hearing setting the hearing for the purpose of receiving
evidence related to the establishment of Virginia Power's fuel factor for
April 3, 2001, and revising the associated procedural schedule. A hearing was
hel d on March 1, 2001, for the sole purpose of receiving statements from
public witnesses who wi shed to comment on Virginia Power's proposed fuel
factor. No public witnesses appeared at the March 1, 2001, hearing.

2 Application of Virginia Electric and Power Conpany, For approval of a
special rate contract pursuant to § 56-235.2 of the Code of Virginia, Case
No. PUE980333, 1999 S.C.C. Ann. Repts. 419 (January 26, 1999).

3 Application of Virginia Electric and Power Conpany, To revise its fuel
factor pursuant to Va. Code § 56-249.6, Case No. PUE990717, Doc. Cont. Ctr.
No. 000340515, Final Order (March 28, 2000).




that the Conpany use a back-cast run of its production
sinmul ati on nodel to determ ne fuel expenses associated with
serving the Chaparral |oad for purposes of the fuel factor.?*
Second, the Final Order in Case No. PUE990717 provided that
Virginia Power may retain 100% of the margins that result from
the sale of capacity and energy freed-up by departure of retai
custonmers who choose an alternative generation supplier
("Di splaced Pilot Sales") through the Conpany's pilot program
for electric retail access ("Pilot Program). The Conm ssion
requi red Commi ssion Staff to propose a nethod for identifying
those Displaced Pilot Sales and associated margins, and to file
a report on its findings and reconmendati ons for consideration
in the Conpany's next fuel factor case. On August 29, 2000, the
Comm ssion Staff filed a report, Fuel Accounting for Sales
Displaced in Retail Access Pilot ("Displaced Pilot Sales
Report"), proposing a nethod to separate margins attributable to
Di spl aced Pilot Sales to allow for accurate fuel factor
determ nation consistent wwth the Conpany's Definitiona
Framewor k of Fuel Expenses ("Definitional Framework").®
The Virginia Conmttee for Fair Uility Rates ("VCFUR')

filed a Notice of Protest and Protest in Case No. PUEO00585 on

4 On September 11, 2000, Virginia Power filed comments on the Chaparral Study.
Al so on Septenber 11, 2000, Chaparral filed a Notice of Protest and Protest
in the matter.

5> On Cctober 10, 2000, Virginia Power filed comments on Staff's analysis.



Novenber 27, 2000, and January 19, 2001, respectively. On
Decenber 27, 2000, the Division of Consumer Counsel, Ofice of
the Attorney CGeneral ("OAG') filed a notice stating that it
intended to participate in the matter. Chaparral filed a Notice
of Protest on January 18, 2001. The VCFUR, OAG and Chaparra
did not file any prepared testinony and exhibits to be presented
at the hearing. No other Notices of Protest or Protests were
filed.®

On March 19, 2001, Comm ssion Staff filed direct testinony
addressi ng the reasonabl eness of Virginia Power's estimated
costs and proposed fuel factor, the two issues outstanding from
Case No. PUE990717, and the inpacts of Virginia Power's off-
system sal es, options trading operations on the Conpany's
ratepayers. On March 28, 2001, Virginia Power filed testinony
rebutting the direct prefiled testinony of Staff which addressed
i ssues unique to Case No. PUE0O00585, and adopted the Conpany's
comments on the Chaparral Study and the Displaced Pilot Sales

Report filed in Case No. PUE990717.

6 On February 8, 2001, the Conmission received a letter and a request to
schedule a hearing in Prince WIlliam County froma nmenber of the Prince

W I 1liam Board of County Supervisors. On March 5, 2001, the Comm ssion

recei ved a copy of a Resolution and acconpanying materials, including a copy
of the aforenmentioned letter, fromthe Prince WIIliam Board of County
Supervi sors objecting to the fuel rate increase. On March 15, 2001, the
Commi ssi on i ssued an order declining to schedule a hearing in Prince WIIliam
County, stating that the fuel factor was an i ssue with broad inmpact on
Virginia Power's service territory, and that a public evidentiary hearing to
consi der the increase was scheduled for April 3, 2001, in the Conm ssion's
courtroomin Richnmond, a generally centralized |ocation.



H STORY OF CASE NO. PUE980813

On Decenber 1, 2000, Virginia Power filed with the
Comm ssion in Case No. PUE980813, the case inplenenting the
Pilot Program and the collection of wires charges, an
application for an increase in wires charges corresponding to
any increase in the fuel factor approved in Case No. PUE0O00585
effective January 1, 2001. On Decenber 28, 2000, the Conm ssion
i ssued an order requiring the Conpany to publish notice of its
request, and permtting interested persons to file coments or
requests for a hearing on the application.

The Conmi ssion's Decenber 28, 2000, Order did not provide
for the inplenentation of wires charges on an interimbasis.’
Virginia Power represented by |letter of counsel dated January 4,
2001, that if permtted to inplenent its proposed adjustnent to
its wires charges effective January 1, 2001, the Conpany woul d
not thereafter object to any nodification to the wires charges
the Conmm ssion may find necessary based on determ nations in
Case No. PUEO00585. The Conpany al so agreed with the Comm ssion
that the wires charges adjustnent nechani smset out in Code 8§
56- 583 does not apply in the context of the Pilot Program so

that the wires charges may be adjusted in this instance.

"Unlike the fuel factor, which contains a correction factor that permits any
over- or under-collection to be adjusted in later filings, the wires charges
have no correction nechani smand may be adjusted no "nore frequently than
annual | y" pursuant to 8§ 56-583 of the Code.



Believing this to provide adequate protection for custoners, we
therefore permtted on January 9, 2001, the inplenentation of
the increase in wires charges on an interimbasis and subject to
further nodification.

On January 30, 2001, the QAG and the Conpany filed comments
on the issue. Also on January 30, 2001, the Conm ssion received
comments and a request for hearing in Case No. PUE980813 from
M chel A. King. The Comm ssion determ ned that the issues
raised by M. King would be best handl ed during the fuel factor
hearing in Case No. PUE0O00585. W therefore ordered on
February 14, 2001, that a hearing on the inplenentation of the
Wi res charges be consolidated with the fuel factor hearing in
Case No. PUE000585 scheduled for April 3, 2001, and that the
procedural schedul e issued in that proceeding apply to Case
No. PUE980813. Neither M. King nor Commission Staff prefiled
any testinony in Case No. PUE980813 on the wires charges issue.
On March 28, 2001, Virginia Power filed testinony in which the
Conpany adopted its comrents on proposed changes to wires
charges filed January 10, 2001.

CONSCLI DATED HEARI NG

On April 3, 2001, a hearing on both Case Nos. PUE980813 and

PUE000585 was convened.® Although there was no di sagreenent as

8 Karen L. Bell, Edward L. Flippen, and Kodwo Ghartey-Tagoe appeared on behal f
of the Conpany; WIlliamH Chanbliss and Katharine A Hart on behal f of
Commi ssion Staff; M chael E. Kaufman on behal f of Chaparral; Robert M



to Virginia Power's estimted costs and proposed 2001 fue

factor, several parties expressed concern regarding the off-
system sal es nunbers proposed by the Conpany in this proceeding
potentially being used in the Conpany's functional separation
case, Case No. PUE000584.° All parties agreed that, with respect
to of f-system sal es, the current proceedi ng should not serve as
precedent in the functional separation case.

Throughout the course of the hearing, concerns were
expressed regarding two categories of the Conpany's whol esal e
sal es, off-system sal es, and out-of-system sales, as well as the
matter of options trading activities engaged in by the Conpany's
Whol esal e Power G oup. Commission Staff proposed to conduct a
study of such activities, and indicated that after such study,
reconmmendati ons nmay be nmade regarding Virginia Power's
Definitional Framework. All parties and Conm ssion Staff agreed
to the study with the understandi ng that any recommendati ons
regarding the Definitional Framework approved by the Comm ssion
woul d apply to the 2001 fuel period and future fuel factors.

Shoul d Staff or a party seek to apply any change nade to the

G |l espie on behalf of VCFUR, and John F. Dudl ey on behal f of the OAG
M chel A. King appeared pro se. The April 3, 2001, proceedi ng was adjourned
and reconvened on April 18, 2001

® Application of Virginia Power for approval of a functional separation plan
under the Virginia Electric Restructuring Act, Case No. PUE000584.




Definitional Framework to years prior to 2001, the issue of
applicability to previous years will be addressed at that tinme.
At the conclusion of the hearing, the Conm ssion identified
three issues for briefing that remai ned unresol ved anong the
parties and Conm ssion Staff. First, the parties and Comm ssi on
Staff were to address the appropriate nethod of quantifying the
fuel costs for Virginia Power to serve Chaparral's |oad for
pur poses of the fuel factor. Second, the nethod for identifying
mar gi ns associated with sales of capacity freed up by custoner
participation in the Pilot Program and the appropriate handling
of such margins were also to be addressed. Third, the
Commi ssi on requested briefing on whether the increase in the
wires charges, inplenented on an interimbasis, should continue.

PCSI TI ONS OF THE PARTI ES AND COWM SSI ON STAFF

Quantification of Fuel Costs Associated with the Chaparral
Load for Fuel Accounting Purposes

In Case No. PUE990717, the Conmission directed Staff to
i nvestigate nethods for quantifying the fuel costs associ ated
with sales to Chaparral under the Special Contract for fue
factor purposes. As a result of this investigation, Staff filed
t he Chaparral Study that reconmmends the use of a back-cast
sinmul ation, rather than a forecast, for fuel factor accounting.
Staff agrees with the Conpany that the Special Contract

general ly provides benefits to the Commonweal th, however, notes



that pursuant to 8 56-235.2 D of the Code, the Special Contract
may not cause higher rates for Virginia Power's other custoners.
According to Staff, the day-ahead projected hourly system
forecast |anbda ("forecast |anbda") underestinates Chaparral's
fuel costs and results in a higher fuel factor for the Conpany's
ot her custoners.

Staff believes that inplenmenting a back-cast for purposes
of determining the fuel factor represents the closest possible
approximation to Virginia Power's reconstructed "own | oad
di spatch,” and would all ow the Conpany to natch resources with
expenses with the nost accuracy. A back-cast, Staff argues,
al l ows nodel inputs to reflect nore actual variables and costs
than are possible with the forecast |anbda approach.

The Special Contract establishes a price for Chaparral to
pay based on forecast |anbda, plus a margin. Staff notes that
the price charged to Chaparral and the Conpany's conpliance with
the Commi ssion's Final Order in Case No. PUE980333 are not at
issue. Staff argues that the back-cast is not being proposed as
t he net hodol ogy by which Virgi nia Power nmust determ ne price
under the Special Contract. The Staff's argunent is that the
back-cast provides the best estimte of Chaparral fuel expenses
for purposes of the fuel factor.

Virginia Power states that in Case No. PUE980333 the

Conpany made clear that it intended to use forecast |anbda for



Chaparral fuel accounting purposes. The Conpany argues that the
Commi ssion's approval of the Special Contract is evidence that
the Comm ssion, considering this intention, determ ned that the
Speci al Contract would not harmthe Conpany's other custoners.
To now require the Conpany to change its nethodol ogy for
calculating fuel costs for purposes of the fuel factor, the
Conpany argues, would be unfair and should be rejected.

The Conpany al so argues that the back-cast is inappropriate
because it is nothing nore than an estimate itself and is no
better than using the forecast |anbda. Virginia Power states
t hat forecast | anbda, on the other hand, is appropriate for
determ ning fuel costs for fuel accounting purposes because it
is based on the pricing nmechani smspecified in the Specia
Contract. Al'so, since the Special Contract precludes an after-
the-fact verification or true-up, the Conpany asserts fuel costs
must be determ ned on a day-ahead basis, not by a back-cast.

Virginia Power further argues that, contrary to Staff's
assertions that the back-cast would not affect the terns of the
Speci al Contract, use of the back-cast would reduce the margins
recei ved from Chaparral sales. The Conpany all eges that, by
i ncorporating new costs not included in forecast |anbda and so
attributing greater costs to Chaparral than the Conpany
recovers, the price conponent of the Special Contract would be

underm ned. Virginia Power represents that this is a

10



significant nodification of the bargain nade between Virginia
Power and Chaparral. By recovering a |lower nmargin, the Conpany
believes a critical conmponent of the Special Contract, the price
term is underm ned and that the Conpany woul d have to consi der
renegoti ati on.

Chaparral argues that Staff should be estopped from
chal I engi ng the fuel accounting nethodology in this matter
because Staff had previously nmade its reservations over forecast
| anbda known, and is now raising the issue again. Chaparral
further argues that Staff presents no conclusive evidence to
indicate that Virginia Power is undercollecting and presents no
concl usi ve evidence to support the back-cast nethod, and that an
absol ute determ nation of actual fuel expenses associated with
serving Chaparral can not be nmade in any event. Discounting
assertions by Staff that the Special Contract will not be
affected by inplenentation of its recomendati ons, Chaparral
al l eges that the substantial direct and indirect economc
benefits that Chaparral brings to Virginia would be put in
j eopardy. However, Chaparral enphasizes that the Chaparral
Study states that the special contract prices charged by
Virginia Power to Chaparral are not at issue here, and notes
that Staff's recommendati on should have no effect on the
el ectricity prices that Chaparral pays as set forth in the

Speci al Contract.

11



Met hods for Cal cul ating Margi ns Associated with D spl aced
Pil ot Sales

The Conmission Staff and Virgi nia Power urge the Conmm ssion
to adopt the nethod for identifying Displaced Pilot Sales
proposed by the Displaced Pilot Sales Report, and to incorporate
t he suggestion of Virginia Power on the starting point for this
met hodol ogy. Both argue that this margin determ nation and
separation allows for accurate fuel factor determ nation
consistent with the Definitional Framework.*°

M chel A. King argues that the Conpany's retaining of 100%
of the margi ns associated with displaced pilot sal es would, when
conbined with the inplenentation of an increase in the wires
charges di scussed further below, result in double recovery of
fuel costs attributable to Displaced Pilot Sales. M. King
expresses concern that if the Conpany collects wres charges at
the sane tine as it collects a positive margin from Di spl aced
Pilot Sales, the Conpany is recovering the same costs through
two i ndependent recovery mechani sns. Virginia Power argues that
M. King's objection to the Conpany's retention of the margins
is too late, as the Comm ssion approved this retention in Case

No. PUE990717.

0 The Conpany's Definitional Framework was anmended in Case No. PUE990717 to

state that no energy margin associated with the sale of the Displaced Pil ot
Sal es shoul d be credited agai nst fuel factor expenses.

12



| npl enent ati on of Wres Charges |ncrease

Virginia Power urges the Comm ssion to allow the interim
increase in the wires charges be nade permanent. Pursuant to
8§ 56-584 of the Code, wires charges are a nethod through which
i ncunbent electric utilities may recover their just and
reasonabl e stranded costs. Pursuant to 8 56-583 of the Code,
wires charges are equal to the difference between the capped
generation rate and the projected market price for generation,
when the capped generation rate exceeds the market price.
Virginia Power states that revenue fromthe proposed increase in
the wires charges corresponds directly to an increase in the
Conpany's costs.

The Conpany notes that, because the fuel factor is included
i n capped generation rates, an increase in its fuel factor would
increase its capped generation rates. Noting that the
Commi ssion set the projected nmarket price for generation for the
duration of the Pilot Program Virginia Power argues that to be
consistent with the fornmula provided in 8 56-583 of the Code and
the Conmi ssion's directive on the projected market price for
generation, an increase in capped generation rates would result
in an increase in the wires charges. |If the wires charges are
not increased, the Conpany argues it woul d underrecover its

stranded costs. Virginia Power believes that the Comm ssion

13



shoul d coordi nate changes in wires charges with changes in
capped rates as provided by 8§ 56-583 of the Code.

M chel A King argues in his brief that an increase in the
W res charges i s unreasonabl e and unjust because the Conpany no
| onger faces net stranded costs that exceed zero value in total
as required by 8 56-584 of the Code, and because, in conjunction
with retaining margins from D spl aced Pilot Sales, such wires
charges would result in double recovery. M. King argues that
if the Conpany is projecting a positive margin on its D splaced
Pilot Sales, the revenues from such sal es nust exceed the costs
and so the net stranded costs nust be |l ess than zero value in
total. M. King believes that since the Conpany now expects to
see profits fromoff-systemsales, it should therefore be
ordered to reduce the wires charges to zero and refund any wres
charges already collected. M. King further states that it is
not reasonable to seek an adjustnent in wires charges based on
changes in projected cost factors, such as the fuel factor,

W t hout giving consideration to changes in projected revenue
factors, such as the projected narket price for generation.

Staff submts that it believes that § 56-583 of the Code
does not necessarily conpel the increase in wires charges as the
increase in the fuel factor is inplenented, but that the
adj ustment may be permitted in this proceeding. Staff notes

that the Conmm ssion set the market price for the duration of the

14



Pilot Program and that there is no evidence on which a change
in projected market price nmay be based. Staff argues that wres
charges may be adjusted so as to equal capped generation rates,
which will increase, mnus the Commi ssion determ ned projected
mar ket price for generation, which will remain the sane.

Begi nning with custoner choice, however, Staff asserts that
adjustnents may take place no nore frequently than annually
pursuant to 8§ 56-583 of the Code, even though under § 56-582 of
t he Code, the Comm ssion nmay adjust capped generation rates,
under certain circunstances, nore than once a year. Staff
believes that it should therefore be noted that a change in
capped generation rates does not necessarily require an
automati c corresponding adjustnment in wires charges. Like
Virginia Power, to mtigate the over- or under-collection of
charges by the utilities, Staff believes that the Com ssion
shoul d coordi nate changes in capped generation rates with
changes in the market price for generation as provided by § 56-
583 of the Code.

NOW UPON CONSI DERATI ON of the foregoing and the applicable
law, we are of the opinion that the requested increase in the
Conmpany's fuel factor from 1.339¢ per kWh to 1.613¢ per kW
effective wth usage on and after January 1, 2001, should be
approved, but that the off-system sal es anbunt and mnet hods

associ ated with determ ning such anmount for the Conpany's 2001

15



fuel factor shall not serve as precedent in Case No. PUE000584,
t he Conpany's functional separation case. |In addition, we find
that we shoul d adopt the nethods set out in both the Chaparra
Study and the Displaced Pilot Sales Report. W direct Staff to
work with the Conpany on the narrow i ssue contained in the
former of appropriately quantifying and renovi ng nonfuel

vari abl e costs fromthe back-cast nethod. W adopt the latter
with the nodification as proposed by Virginia Power. W also
allow the increase in wires charges to conti nue.

The Chaparral Special Contract states that the price
Chaparral pays for electricity will be based on forecast |anbda,
and contains a clause stating that firmpricing supplied to
Chaparral will not be subject to an after-the-fact true-up of
any kind. Virginia Power's primary argunent for the use of
forecast lanbda in the fuel factor is that this nethod was
approved by the Comm ssion for calculating price in the Speci al
Contract, and that the Conpany intended to al so use forecast
| anbda for fuel accounting purposes, and that this therefore
equates to approval of a nethod for determ ning fuel costs
associ ated with Chaparral for the fuel factor.

Concerni ng the Chaparral Study, we are not unm ndful of our
previ ous approval of the Special Contract between Virginia Power
and Chaparral. However, the Special Contract did not address

the matter of how the fuel expenses of serving Chaparral would

16



be separated from Virginia Power's other fuel expenses for

pur poses of the fuel factor; that issue was not before us in the
case in which the Special Contract was approved. \Wen we
approved the Special Contract, we were not asked to approve a
specific fuel factor accounting treatnent that, as required by

8§ 56-235.2 D of the Code, would ensure that other ratepayers
woul d not be asked to pay fuel costs caused by the addition of
Chaparral's | oad. Because this issue renmai ned outstanding, we
ordered Staff in the Conpany's last fuel factor case, Case

No. PUE990717, to investigate nmethods for quantifying fuel costs
associ ated with the Chaparral sales.

The Staff conplied with this directive by filing the
Chaparral Study and recomendi ng the back-cast nethod. The
back-cast nethod, |ike forecast |anbda, utilizes a production
cost simulation. To develop forecast |anbda, the sinulation
uses inputs that are estimates of the followi ng day's expected
resource availability, dispatch costs, and |oad requirenents.
The back-cast uses the sane production sinmulation nethod but,
since it is being run ex post, includes nore known vari abl es
such as the weather, market conditions, and the actual
avai lability of each resource. The back-cast al so accounts for
start-up, shut-down, and no-load carrying costs, which are |eft

out of forecast |anbda. These costs are real; if they are not

17



allocated to Chaparral then they will be paid by the renaining
ratepayers via the fuel factor.

Virginia Power asserts that it is inappropriate to use the
back-cast nethod because this nmethod accounts for these new
costs, specifically, the start-up and shut-down costs and no-
| oad carrying costs that are not included using forecast |anbda.
We find the | abel "new costs"” to be a misnoner. Fuel expenses
associated with unit start-up and shut-down and those associ at ed
Wi th keeping a unit online and operating at a reduced output so
that it will be available to serve load in the future are
expenses that regularly have been a part of the fuel factor. To
the extent that these costs are not a consideration in forecast
| anbda, then that method is an even | ess accurate indicator of
true fuel costs. Since the back-cast accounts for these
expenses, it is nore accurate in that regard. 1In fact, the
Conpany itself uses the back-cast to quantify the cost of off-
system sal es for purposes of determ ning the fuel factor.

In this proceeding, our focus is upon the quantification of
fuel costs attributable to Chaparral to assure that Virginia
Power's ot her ratepayers are held harm ess fromany fuel

expenses the Conpany incurs to serve Chaparral.'* The costs

1 *"IWe believe that the General Assenbly intended an absol ute prohibition on
the approval of any special rate, contract or incentive if, as a result of
such approval, the utility's existing custoners would be caused to bear
increased rates." 1999 S.C.C. Ann. Rept. at 423.

18



attri butable to Chaparral nust be renoved fromthe rest of the
fuel factor, and so we nust establish the nost accurate nethod
to determine the fuel cost of serving Chaparral. The
gquantification of Chaparral fuel costs is distinct from whatever
price Chaparral may have contracted to pay to Virginia Power for
electricity.*® The Special Contract does not control fuel factor
accounting treatnment and does not prohibit the Conpany from
usi ng the back-cast to allocate fuel costs for fuel factor
purposes. W find that, because it allows for the greatest
possi bl e i nput of known vari ables and includes nore fuel factor

cost elenents, the back-cast is the nobst accurate nmethod anong

2 Virginia Power recognized this point in commenting on a proposal nmade in
Case No. PUE990717, the case in which the allocation of fuel costs associated
with serving the Chaparral |oad for fuel factor purposes first arose. In its
post-hearing brief filed in that case, disagreeing with VCFUR s argunent that
t he Conpany shoul d assign increnental fuel costs rather than average fue
costs to GS-3 and GS-4 custoners receiving service under the RTP schedul e,
Virginia Power stated:

I mportantly, 8 56-235.2 does not require a specific |inkage between the
Chaparral pricing nechanismand the fuel accounting treatment for service
to Chaparral. The Conmpany and Chaparral could have devel oped a pricing
mechani smthat did not include system | anbda as a conponent but stil
assigned increnental fuel costs to Chaparral to protect other ratepayers.
For exanpl e, know ng that Chaparral needed sonme formof a rate incentive
relative to traditional rates, the Conpany could have sinply priced the

Chaparral contract based on a discounted traditional GS-4 rate ... Even a
di scounted GS-4 pricing approach, however, would not justify average fue
factor treatnent for Chaparral ... Indeed, regardless of the pricing or rate

design for Chaparral, 8 56-235.2 requires the Conpany to credit fue
factor expenses based on the increnental fuel cost associated with
Chaparral to ensure that other custonmers are not harned.

Post -Hearing Brief of Virginia Electric and Power Conpany, filed in
Application of Virginia Electric and Power Conpany, To revise its fuel factor
pursuant to Va. Code §56-2496 Case No. PUE990717, Doc. Cont. Cntr. No.
000320154 at 14 (March 9, 2000) (enphasis added).
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all nethods advocated, and therefore should be used for
gquantification of the fuel factor. As discussed in the
Chaparral study, Staff shall seek to ensure that all non-fuel
vari abl e costs are renoved fromthe quantification

Regarding the increase in wires charges, we believe that
M. King raises a legitinmate point when he argues that the fue
price increases which support the increase in the fuel factor in
this proceedings, may also result in an increase in the market
price for generation, and that consideration nust be given to
bot h changes in capped generation rates and the nmarket price for
generation when adjusting the wires charges.

As noted, pursuant to 8 56-583 of the Code, w res charges
are equal to the difference between the capped generation rate
and the projected market price for generation. 1In this
proceedi ng, we have concluded that the capped generation rate
will rise based on an increase in the fuel factor. However, no
determ nati ons have been made on any changes that may be
required in the projected narket price for generation. It is
unknown whet her the nmarket price for generation has risen,
fallen, or remained the sane as fuel prices have increased.
Changes in the market price for generation are driven by nore
t han changes in the fuel costs of one utility, and other
consi derations nust be made in addition to an increase in the

fuel factor when addressing the appropriate projected market
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price for generation. The record in this proceedi ng does not

contai n any evidence upon which any new projected market price

for generation could be inplenmented. Wthout a change in the

proj ected market price for generation, given the formula

provi ded by 8 56-583 of the Code, the wres charges should

i ncrease. Therefore we will order that the wires charges

i ncrease correspondingly with the increase in the fuel factor.
In an effort to manage effectively future adjustnents in

wi res charges, on June 13, 2001, we opened Case No. PUE010306 to

assist us in identifying and resol ving issues regarding the

statutory obligations of § 56-583 of the Code.!® Anmpng other

things, we are seeking input on the timng of a change in the

fuel factor, and consequently capped generation rates, as it

relates to the Comm ssion's determ nation of the projected

mar ket price for generation. In future proceedings, it is

advi sable that parties seek to coordinate changes in the wires

charge with adjustnents to both capped generation rates and the

projected market price for generation. Such coordination is

i nperative to ensure that the wires charges are cal cul at ed

3 Commonweal th of Virginia ex rel. State Corporation Conmi ssion Ex Parte: In
the matter of considering requirenents relating to wires charges pursuant to
the Virginia Electric Uility Restructuring Act, Case No. PUE010306.
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accurately, and to neet the requirenent that w res charges
adj ust ments occur not nore frequently than annually.*

Accordingly, IT IS ORDERED THAT:

(1) The total fuel factor of 1.613¢ per kW, effective for
usage on and after January 1, 2001, established by Comm ssion
O der Decenber 8, 2000, remmins in effect.

(2) The Staff's recommendations for quantifying fuel costs
associ ated with serving Chaparral (Virginia) Inc. using the
back-cast net hodol ogy, as set forth in the Chaparral Special
Contract Fuel Factor I|npact Monitoring Study, hereby is adopted
for imediate inplenentation. Further, Staff, with the
assi stance of the Conmpany, is directed to review all prior
peri ods during which Chaparral purchased electricity from
Virginia Power under the Special Contract and to determ ne the
fuel costs of the Chaparral |oad using the back-cast as closely
as can reasonably be determ ned or estimated. Any resulting
necessary adjustments shall be made appropriately via the
correction conponent of the fuel factor, throughout the twelve
(12) nonths of 2002 or such other period as the Comm ssion may

det er m ne.

14 Alt hough adjustments to the wires charges were made administratively on
Decenber 22, 2000, to reflect the elimnation of gross receipts taxes and the
i mpl enentation of state incone taxes effective January 1, 2001, the Conpany
agreed that prior to the inplenentation of custonmer choice on January 1,
2002, the wires charges could, in the context of the Pilot Program be

adj usted nore than once in a year.
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(3) The Staff's recommendations for determ ning the costs
and margi ns associated with sales of capacity and energy nade
available to Virginia Power by custoner participation in the
Conmpany's retail access pilot program as set forth in the
report on Fuel Accounting for Sales Displaced in Retail Access
Pilot, hereby are adopted, with the nodification as proposed by
Virginia Power and agreed to by Staff at the hearing.

(4) The previously ordered increase in the wires charges
to reflect changes in the capped generation rate caused by the
interimincrease in the fuel factor shall continue.

(5) Pursuant to the conditions agreed to by the parties
during the course of the hearing as described herein, the Staff
shall performa study of the Conpany's whol esal e sales, off-
system sal es, out-of-system sales, options trading, and other
related activities, and shall file a report detailing its
findings and recommendati ons. Any recommendati ons nmade by Staff
regardi ng the Conpany's Definitional Framework shall apply to
the 2001 fuel period and future fuel factors. Should, in a
future proceeding, Staff or a party seek to apply any changes
made to the Definitional Framework to the fuel periods prior to
2001, the issue of applicability will be determ ned at that
tinme.

(6) This matter is continued generally.
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